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Sales (FMS) program in the past few years has posed a number 
of accounting and financial management problems for the Navy. 
With the creation of the Security Assistance Accounting 
Center (SAAC) in 1976 and the centralization of all billing, 
collecting, and accounting for FMS monies, the reconciliation 
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Treasury with the amount posted to the Navy and SAAC detailed 
case accounting records has become extremely difficult. The 
thesis addresses the difference or "float" between the two 
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ge INTRODUCTION 


A. OVERVIEW 

The growth in foreign military sales (FMS) in the past 
several years has been astonishing. Although the FMS program 
has been in existence for over twenty-five years, approxi- 
mately half the total dollar volume of all FMS business has 
occurred in the past two fiscal years.- 

As of March 1979 the Security Assistance Accounting 
Center (SAAC) reported that the United States had 16,400 
active sales agreements with 88 foreign countries totalling 


0.7 billion.- 


In fiscal year 1978 negotiated FMS sales 
agreements totaled $13.5 billion. Total new sales agreements 
for fiscal year 1979 and 1980 are estimated to be approxi- 
mately $13.9 and $14.0 billion respectively.* ‘The perva- 
Sive impact of this growth on the military services who are 
responsible for the acquisition, delivery, accounting, and 
billing of the FMS program has been tremendous. 

The General Accounting Office (GAO) and defense and Navy 
audit agencies have issued numerous reports on the quality of 
the management of the FMS program. Generally speaking the 
reports have been critical with the major area of criticism 
being the Department of Defenses's (DOD) inadequate financial 
mecounting for FMs.7 In a 1979 report GAO identified 


$1.1 billion in accounting inconsistencies and errors related 


to fiscal year 1977 sales. In a Business Week article it 














waS alleged that the Department of Defense had "lost account- 
ing control of $30 billion within the FMS program."> Te 
Stated that the DOD accounting system was so unkempt, disor- 
ganized, and inadequate it was not able to determine whether 
those unaccounted-for FMS monies were the result of account- 
ing errors, uSing the funds for something other than FMS, or 
the undercharging of foreign customers -- or a combination of 
all three. A high-ranking defense official speculated that 


it would be at least five years before the accounting prob- 


lems would be straightened out.° 


Be STATEMENT OF PROBLEM 

The Navy's problems in accounting for FMS were disclos- 
ed when the U.S. Navy International Logistics Control Office 
(NAVILCO) transferred official detailed sales case accounting 
records to the Security Assistance Accounting Center (SAAC). 
The center was established in the fall of 1976 as the FMS 
executive for the DOD eer eine 19 responsible Bor Dil lings 
collecting, and accounting for all monies due under the FMS 
program. Prior to 1976 each of the military services per- 
formed the above functions individually. At the time of the 
transfer the balance in the Navy's FMS trust fund account, 
maintained by the Treasury Department, did not agree with the 
Navy's detailed FMS caSe accounting records. After the 
transfer the Navy spent several thousand staff days during 
fiscal years 1977 and 1978 trying to determine why the Navy's 


FMS trust fund and the Navy's detailed records which were 
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transferred to SAAC did not agree and make the necessary 
adjustments. ’ On 15 November 1978 the General Accounting 
Office (GAO) reported that the Department of Defense (DOD) 
did not know the correct balance of cash being held in trust 
£Gme countries Wrote in the Navy's FMS program. It stated 
that cash balances on SAAC's sales case accounting records 
(received from the Navy) as of 1 June 1978 were $554 million 
more than cash palenices on Treasury records which the Navy 
had reported expenditures against. In addition the two sets 
Gimaccounting records could not be reconciled. ° 

It appeared that despite the Navy's efforts to reconcile 
the differences the problem had not been resolved. [In fact 
by December 1978 the difference had grown to $581 million. 


The cash balances are still unreconciled, but the Navy is 


continuing to attack the problem. 


C. OBJECTIVES OF RESEARCH 

The principal objective of the research was to analyze 
why the large unreconciled difference existed between the FMS 
disbursement data reported by the Navy to the Treasury and 
the amount posted to the SAAC's detailed sales case account- 
ing records. The secondary objective was to propose methods 
for the Navy to reconcile the differences between the two 


sets of records within the near future. 


BY RESEARCH METHODOLOGY 
Data for the thesis was gained from personal inter- 


views with personnel from Naval Supply Systems Command 
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(NAVSUPSYSCOM), Navy International Logistics Control Office 
(NAVILCO), and Security Assistance Accounting Center (SAAC); 
review of internal memoranda, point papers, and applicable 
instructions; review of audit reports concerning NAVILCO and 
SAAC; and research reports and theses written on FMS espe- 


cially in the areas of financial management and accounting. 


Ea SCOPE OF RESEARCH 

The thesis does not address the political question of 
whether the United States should or should not be an exporter 
of millary equipment and Services. Neither are the benefits 
or costs of FMS and their effect upon the military Services 
and the U.S. economy discussed. It is assumed that FMS will 
continue to be a major element of United States foreign 
policy and the financial control, management, and accounting 
for FMS by the military services will take on increased 
importance in the future. 

Primarily, the research was directed toward reviewing 
the Navy's accounting system aS it applied to the recording 
of expenditures to the Treasury and the SAAC. Organizational 
philosophies, structures, and procedures are not discussed 
except where there was an effect on the accounting methods 
used by the two organizations in relationship to the objec- 
tive of the research. NAVILCO and SAAC were considered in 
the analysis Since thelr perspectives had a strong impact on 


the approaches made toward problem definition and resolution. 


eZ 








iy - DEFINITIONS 

A number of terms used through out the research are dis- 
tinct to FMS accounting. For the convenience of the reader 
the terms are defined below: 

l. FMS case. A contractual sales agreement between the 
U.S. and a foreign country which Stipulates particular mater- 
lal or services to be supplied to the foreign country, the 
estimated cost, and the terms and conditions of the sale. 

The number of FMS cases for any foreign country will depend 
on the number of Separate unique material or Service pur- 
chases that the country has negotiated with the U. S. 
Accounting for FMS is performed on a case level basis, 

1.e., all costs are accounted or charged to unique FMS cases. 

2. SAAC. Acronym for Security Assistance Accounting 
Center. Located in Denver, it is the excutive agent for DOD 
responsible for the centralized billing, collecting, and 
accounting for all monies due under the DOD FMS program. [It 
has fiduciary control of all FMS monies on deposit with the 
Treasury. 

3. NAVILCO. Acronym for Navy International Logistics 
Control Office. It is the organization within the Navy 
responsible for centralized detailed financial accounting 
records for all Navy FMS cases. It maintains ledgers and 
prepares transaction reports to SAAC to effect customer 
Billings for costs incurred for particular FMS cases. 

4. Float. Term used to describe the money value dif- 


ference between summary level expenditures reported to the 
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Treasury and the amount posted to detailed case expenditure 
accounting records at NAVILCO and SAAC at any point in time. 
The assumption is made that detailed case accounting records 
at NAVILCO and SAAC are always the same, since any expendi- 
tures recorded at NAVILCO are immediately reported to SAAC. 
we Unidentified float. That portion of the total float 
that cannot be identified or traced to existing documentation 
or delays in reporting between organizations. It represents 
expenditure differences between summary records in the 
Treasury trust fund and detailed records at NAVILCO/SAAC that 


cannot be accounted for by float. 


Ge SUL bENE 

The reader should have a baSic knowlege of the develop- 
ment of FMS, especially the restrictions and requirements 
legislated by public law, since it has determined the overall 
policy and approach in which the FMS progam has developed. 
Accordingly, a brief history is outlined and discussed in 
Gm@apcer IL. 

Chapter III continues the overview and examines the 
relationship of NAVILCO to SAAC in the DOD hierarchy and 
examines each of their basic mission responsibilities and 
tasks. Specific requirements of billing foreign customers, 
transfer of obligation and expenditure authority, and methods 
of financing FMS cases are discussed. 

Chapter IV provides a general overview of the methods 


used to reconcile Navy detailed expenditure records with 
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Summary level expenditures reported to-the Treasury. Both 
the identified and unidentified float are defined and the 
relationship between the two addressed. In addition, the 
unreconciled balance between the two sets of records as of 
31 December 1978 is identified and segregated into subcate- 
gories for further analysis. 

Chapter V examines the unreconciled difference be- 
tween the Treasury trust fund account and the Navy and 
SAAC's detailed sales case records for the period December 
1978 to August 1979. The elements that make up the dif- 
ference as well as the reasons for the differences are 
discussed from the perspective of the Navy. Current solu- 
tions that have been attempted by the Navy are examined and 
the effects they have had on reducing the unreconciled dif- 
ference are analyzed. 

Chapter VI reviews the current status of the unrecon- 
Ciled difference and recommendations are made for further 
improvements. The complete resolution of the problem within 
the short term is questioned. It is speculated that unless 
current system problems are resolved or improved the differ- 
ence between the Treausry trust fund and detailed sales 
records maintained by SAAC and NAVILCO will never reconcile 
and the difference between them will continue to be 
excessive. 

In summary, the research basically examines the Navy's 
responsibilities for reporting expenditures to SAAC and the 


Treasury under the DOD's current methods of FMS accounting. 


Ibs 





The critical problem of the imbalance between SAAC's detailed 
FMS case accounting records and the Treasury trust fund is 


specifically addressed in the thesis. 
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II. BACKGROUND OF FMS 


Most of the world's almost 150 nations 
have no arms industry. Their equipment and 
related services must be acquired from the 
more industrialized nagions On a grane, 
Great, of Cash basis. 
A. GROWTH OF FMS 
The policy of the United States since World War II 
has been to provide military assistance to friendly foreign 
countries. This policy has remained constant since that 
time. In the 1950's, the assistance consisted mainly of 
surplus military equipment, transferred through grants-in-aid 
Or loans. The assistance was designed to support these 
friendly foreign countries in establishing and maintaining 
adequate defense postures which were consistent with their 
economic stability and growth and to help them maintain 
internal security and resist external aggression. The basic 
philosophy behind this assistance was that the economic 
well-being and the opportunity for peaceful development of 
friendly foreign countries was essential to the security of 
the United States. This principle was inherent in the 
Truman Doctrine, the Marshall Plan and the Nixon 
Doctrine. 
The Mutual Security Act of 1951 formalized the foreign 
aid procedures under which grant aid was made. Toward the 


end of the 1950's, the United States' military surpluses of 


World Was II were depleted. This factor, along with a 
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balance of payment trend that was unfavorable, led to the 
enactment of the Foreign Assistance Act (FAA) of 1961. 
Although this Act allowed grant-aid, it also formalized 
procedures for providing non-excess material to allied 
countries through cash sales.7+ 

The continuing unfavorable trend in the balance of 
payments and the increased capability of allied nations to 
Support their own military posture resulted in rapid increase 
in the purchase of military equipment on a cash basis.?? 
While such sales had taken place for many years along with 
grant aid, they were of comparatively small scale until the 
late 1960's when they began to increase rapidly as shown in 
Table I and Figure l. 

famece che inception of the Foreign Military Sales 
program in 1949 and through the Penlod O©LeL9I65, che Uss. 
government provided $31.5 billion to friendly foreign govern- 
ments through the grant-alid Military Assistance Program (MAP) 
and sold $8.5 billion in material and services. During the 
1961 to 1968 time-frame, sales to nations of Western Europe 
were increased with the result that, while MAP (excluding 
funds to Southeast Asia) decreased from $1.6 billion in 1962 
to $596 million in 1968, foreign military sales increased 
from an average of $1.5 million to $1.5 billion over the same 
period. From 1972 through today there has been a sharp 
increase in the magnitude of the FMS program (see Table I) 


and a change in the customer countries from Europe to Middle 


Eastern Bronce 
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TABLE I 


STATISTICS ON ARMS TRANSFER 
(Dollars in Millions) 


FY Grant aia@ FMS FMS as a % of 
orders Grant Aid 
1950-1965 $31,478 syrsl nosy dhy"| Pa 
1966 972 979 101 
1967 876 799 91 
1968 596 i ok: 260 
1969 A353 1,184 261 
1970 382 dpa lots 208 
1971 755 1,389 184 
no 7 2 546 320166 562 
1973 590 4,480 759 
1974 785 bay 2k 1368 
1975, 584 13,938 2387 
1976 269 gS as 6 4919 
1977 251 Pio 42 4519 
1978 Zeek la 34 6124 
1979(est) 210 Pea Jo 6649 
1980 (est) 144 14,000 S722z 
Total Syeie) ey $113,868 


excludes grant aid funds provided in Southeast 
Asia area during FY 1966 - FY 1975 under the Mili- 
tary Assistance Service Fund (MASF) programs. 


includes transitional quarter (FY 19/7T) 


Source: DSAA FMS and Military Assistance Facts 
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B. INCREASED ACCOUNTING REQUIREMENTS 
Because of this large volume of military sales, a need 
developed for more consistent procedures to be used for the 
cash transactions. This led to the Foreign Military Sales 
Act of 1968 which established policy and procedures presently 
employed in the FMS program.+4 
Current FMS policy and guidelines are detailed in the 
Arms Export Control Act of 1976 wich became law on 30 June 
1976. This Act was the result of amending the Foreign 
Assistance Act of 1961 and the Foreign Military Sales Act of 
1968. Congress also renamed the FMS Act, calling it the Arms 
Export Control Act. Congress stated its basic policy with 
the following statement included in the amending legislation: 
It shall be the policy of the United States to exert 
leadership in the world community to bring about 
arrangements for reducing the international trade and 
and implements of war and to lessen the danger of out- 
break of regional conflict and the burdens of armament. 
In United States' programs for or procedures governing 
the export, sale, and grant of defense services to 
foreign countries or international organizations shall 
be in a manner which will carry out this policy. 
Essentially, the major change caused by the 1976 law 
was to increase congressional control of the FMS program 
through reporting constraints written into the legislation. 
The actual procedures and policies for FMS accounting had 
been established in the previous legislation and continued in 
the Arms Export Control Act. 
The tremendous growth in FMS, placed a heavy burden on 


the U.S. Navy, first on its acquisition system through in- 


creased procurement of defense material for foreign countries 
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and, second, through the complex requirements for accounting 
and costing of FMS. The requirement for detailed obligation, 
expenditure, and cost accounting systems became necessary in 
order to bill and collect from foreign countries for the FMS 
Program. It 1s this requirement that was difficult for the 
U.S. Navy to meet. 

The rapid increase in the volume of the FMS program 
has compounded the accounting problem and highlighted the 
difficulties the U.S. Navy had in meeting the legislative 


requirements for the FMS program. 
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IlIl. ACCOUNTING FOR FMS 


In May 1978 the Defense Steering Committee 

for Prioritization of Foreign Military 

Sales Financial Management Implementation 

designated the problem in reconciling the 

Navy's trust fund account balances as the 

top priority issue facing Defense in 

improving its financial management of ‘the 

foreign sales program. 
A. INTRODUCTION 

This chapter provides a general description of the 

requirements and procedures that must be followed in 
accounting for FMS. The organization within the Navy that 
performs the accounting function for FMS is the Navy Inter- 
fememat LOgGiStics Control Office (NAVILCO). It is 
responsible for performing the detailed financial accounting 
for all Navy FMS programs. NAVILCO interfaces closely with 
the Security Assistance Accounting Center (SAAC) which is 
responsible for the DOD-wide management of the FMS trust fund 
and the billing and collecting of monies from the foreign 
customers. The responsibilities of each of the organizations 


is discussed along with the flow of funds and information 


between the two organizations. 


Ba REQUIREMENTS 
The Arms Export Control Act provides a legal basis for 
DOD FMS accounting policies and procedures. The policies 


and procedures are further defined and expressed in DOD 
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Instruction 2140.3 and the Military Assistance and Sales 
Manual (MASM). The following specific requirements are con- 
sidered to be the most important aspect concerning FMS 
accounting. 

1. No _profit/no loss to the U.S. government 

The U.S. government in procuring and furnishing the 
materiel to a foreign government does so on a non-profit 
basis for the benefit of the foreign customer. The foreign 
customer agrees to pay the U.S. government the total cost 
incurred regardless of the sales terms negotiated at the time 
of the acceptance of the offer. The U.S. government is 
obligated only to notify the foreign government if the 
expected cost of the FMS is to increase beyond ten percent of . 
the Original estimate. 

The term “Foreign Military Sales Case" describes a 
contractual sales agreement between the United States and an 
eligible foreign government. The FMS case is documented by 
the U.S. Department of Defense Form 1513, Letter of Offer and 
Acceptance. The DD Form 1513 is a formal document by which 
the U. S. government offers to sell a foreign government spe- 
cified defense articles and services. It stipulates the 
items and/or services, estimated costs, the terms and condi- 
tions of the sale, and provides for the foreign government's 
signature to certify acceptance. The Navy assigns a separate 
case designator for the purpose of identification, account- 
ing, and data processing documentation for each accepted 


offer. 
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2. Advance collection of FMS costs 
The purchaser, unless the DD Form 1513 specifies 
Otherwise, must agree to the U.S. government policy of 
collecting the foreign country's funds in advance of the 
time that DOD plans deliveries/expenditures or plans to make 
pPeogecos-cCYpe payments to contractors on the foreign 
country's behalf. The DD form 1513 financial annex specifies 
the downpayment required prior to any obligations on the part 
of the U.S. government, and establishes the required payment 
schedule. The Arms Export and Control Act further states 
that the total funds on deposit should be sufficient to meet 
the payments required by the contract and any damages and 
costs that may occur from the cancellation of such contract 
in advance of the time such payments, damages,. or costs are 
due. Funds are kept on deposit with the U.S. Treasury. 
3. Collection of interest on delinquent accounts 
The foreign country must agree to pay interest on 
any net amount which it is in arrears on payments which is 
determined by considering all the foreign country's open 
DD Form 1513s within the DOD. 
4. Standardized billing procedures 
les cepOnp policy that the form, content, cycle, 
basis and adjustment of the FMS billing transmitted to 


foreign countries be standardized. 
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c SReAliON OF THE SAAC 

Prior to October 1976, each of the military services 
acted independently in the conduct of its FMS program. Each 
Service was responsible for procuring, accounting, disburs- 
ing, billing, and collecting funds for FMS cases from foreign 
customers. With the sharp increase in the total FMS program 
Since 1974, the DOD's financial management system was not 
capable or designed to handle the phenomenal growth. Because 
of the time pressures and rapid expansion of the FMS program, 
DOD had to add Foreign Military Sales accounting requirements 
to the existing financial management systems, instead of de- 
Signing and implementing separate financial systems for FMS. 

A number of GAO reports criticized DOD for subsidizing 
the FMS program with U.S. monies Since the cost for the FMS 
program could not be readily identified. This was due to the 
inability of the DOD financial systems to collect pertinent 
costs such as administrative, transportation, packaging and 
handling, military and civilian salaries plus fringe bene- 
fits, and R&D costs, applicable to a unique FMS case. 

Additionally, foreign governments began to complain 
about the numerous bills being received from each of the 
military services and questioned why they could not receive 
Single billings. 

In an attempt to correct some of the many criticisms 
being leveled, DOD began to centralize the management of the 
FMS program. One of the significant measures taken was the 


@eeation of the central billing and collection agency -- the 
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Security Assistance Accounting Center (SAAC). 

The SAAC was established in 1976 by the Secretary of 
Dermem@ee as the central DOD activity for carrying out certain 
responsibilities under the Arms Export Control Act. As the 
executive for DOD under the Defense Security Assistance 
Agency (DSAA), it was singularly responsible for billing, 
collecting, and accounting for all monies due under the For- 
eign Military Sales program with 88 foreign countries. The 
SAAC simultaneously served as the central point of contact 
within DOD for FMS-related inquiries, and as a focal point 
for DOD-wide procedural and operational FMS financial 
systems. 

Within these responsibilities SAAC also had the 
fiduciary control of FMS monies on deposit with the Treasury 
in the FMS trust fund and was responsible for the primary 
data base for reporting FMS program status and performance to 
the President and other executive departments in Congress. 
The SAAC was created at the Air Force Accounting and Finance 
Center (AFAFC) in Denver and placed under the direction of 
the director of AFAFC who was also appointed as the Assistant 
Director, DSAA. The first centralized billing was achieved 
on 6 May 1977 when the SAAC released the first billing 
Statement to all FMS customers. The billing was 666,400 
pages long and requested customer payments of $2.1 billion.?® 

The computer programs used for the FMS billings were 
the programs used previously by the Air Force and were recon- 


figured to accept input data from the Army and the Navy. At 


a7. 





Phew erm@e the centralization of the billing took place it was 
felt that the Air Force had the best system for billing, and 
the reconfiguration of that system prevented the necessity to 


develop a new billing system. 


D. FMS TRUST FUND ACCOUNTING 





The FMS trust fund is a fund managed by the Treasury in 
which FMS monies from foreign countries are held in trust or 
in a fiduciary capacity by the U.S. government for use in 
making specific purchases detailed in the DD 1513. The SAAC 
has accounting responsibility for the trust fund even though 
the funds are on deposit with the Treasury. The FMS trust 
fund represents the aggregate cash received from all foreign 
countries and held by the Treasury for FMS purchases. 

Trust fund accounting has two distinctive sides; the 
receipt of payments into the fund and disbursements from the 
fund for payment of purchases and stock issues made by the 
U.S. government on behalf of a foreign country. All receipts 
and disbursements are accounted for at the country level re- 
gardless of what case the receipts or disbursements are made 
for. Individual case accounting records reflecting expendi- 
tures by case are maintained by NAVILCO and SAAC. 

There are four basic principles associated with the 
Trust Fund management: 

1. One foreign country's trust fund balance cannot 
be used to finance another foreign country's programs. 


2. Cash disbursements will be controlled on a 
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country basis, although accounting for FMS transactions are 
made on an FMS case level basis. 

3. Country cash deposits maintained in the trust 
Func account can be used for any of the country's cases, but 
the accounting status of the individual cases will be main- 
tained by SAAC and NAVILCO. 

4. Dollars received into the FMS trust fund increase 
the overall volume of funds within the United States Treas- 
ury. The dollars become part of the overall United States 
Treasury Accounting System and therefore are under U. S. Gov- 
ernment control from the date of receipt. SAAC as the 
accountable agency renders certain reports to the U.S. 
Treasury concerning the balances of individual country 


accounts. 


EB FINANCIAL CONTROL BY THE SAAC 
On 17 June 1977, the Assistant Secretary of Defense 
(ASD) (Comptroller) issued a memorandum which addressed 


17 Within the 


perocoved Financial control for military sales". 
memorandum, the ASD(C) described the accounting and finan- 
cial procedures for FMS transactions in the FMS trust fund and 
in the performing appropriations when FMS orders were execut- 
ed on the reimburseable basis. The major objectives of the 
new proposed system were as follows: 

1. To provide an integrated accounting and financial 


controls system that will cover each FMS case from start to 


finish, insuring full compliance with the Arms Export Control 
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AS. 

2. TO insure compliance with all requirements for 
administrative control of funds. 

3. To insure that trust fund and performing appropria- 
tions, accounting, reporting and budget schedules were 
properly interfaced. 

4. To facilitate budgeting, financial planning and 
cost estimating for FMS transactions. 

In the memorandum two forms were prescribed and required 
to be used in the accounting for FMS funds. These forms 
were: 

1. DD Form 2060 (FMS Obligational Authority) 

This form is used by the military service to request 
FMS case obligational authority from SAAC. 

Lis DD Form 2061 (FMS planning document) 

This form is to be prepared reflecting detailed 
pricing elements, planned financing appropriations, obliga- 
tional authority received and required at a date specified, 
obligational authority required for the current year, and an 
estimate of the obligational authority required for the 
budget year. 

The memorandum made it a requirement that a DD Form 
2060 and 2061 be prepared for each new FMS case at the time 
aes DP Form 1513 is prepared and prior to its acceptance by 
the foreign country. In addition, a copy of each 2060 was to 
be submitted to SAAC prior to the issuance of any obligation- 


al authority. 
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Further, DD Form 2060 is required to be submitted before 
the beginning of each fiscal year reflecting the funding 
Status through 30 September for all active FMS cases and 
identify the amount required for obligation for the current 
year. 

Prior to the implementation of the above forms the DD 
POrm 1513 constituted the request for obligational authority. 
Because the DD Form 1513 usually reflected the full value of 
the case, military services were obtaining obligational 
authority for the total case value even though many of the 
large value cases would take up to five to six years for pro- 
curement and delivery. This prevented SAAC from knowing 
exactly how much obligational authority was available at any 
specific time .- Thus, SAAC could not insure countries' cash 
balances in the trust fund were sufficient to meet all 
expenditures that could be incurred against the obligational 
authority available. 

With the submission of DD Form 2060 each year, the SAAC 
has tighter control over obligational authority and ultmately 
expenditure authority than it did. Obligational authority is 
now controlled on a yearly basis. Military services must 
request oObligational authority for the current year and esti- 
mate the amount that will be needed in the budget year. With 
this information, the SAAC is able to forecast expenditures 
more reliably, assuming expenditures will approximate obliga- 
tional authority approved for the year. This enables the 


SAAC to ensure country balances in the trust fund are suffi- 
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client to cover all costs to be incurred in the near term and 
meet any contingent:-liabilities as required by the Arms 


Mmxport Control Act. 


Ee. FINANCIAL ADMINISTRATION 
imeeeeconerol of FMS monies 

The SAAC can control FMS monies through two proc- 
esses; the issuance of obligational authority and the 
issuance of expenditure authority. The two processes are 
exclusive of each other. 

Obligational authority is requested by a military 
service from the SAAC for a particular FMS case. If approv- 
ed, obligations are allowed to be incurred on a given FMS 
case in an amount not to exceed the value of the obligational 
authority granted. Expenditure authority is not granted with 
Obligational authority but is granted separately. 

Expenditure authority is granted by the SAAC toa 
military service which allows expenditures to be made against 
Bmee@untry'’s trust fund account. Unlike obligational author- 
ity, expenditure authority is maintained at the country level 
and not at the case level. In the case of the Navy, expendi- 
ture authority is granted by country to NAVILCO. Before an 
expenditure can be made against a Navy FMS country, the pay- 
ing office must obtain authority from NAVILCO. 

The issuance of obligational and expenditure author- 
ity are mutually exclusive of each other. It 1S possible to 


have obligational authority which is far greater than the 
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Sxecnomeuce authority granted by country. This is because, 
under certain procurement contracts, it 1S necessary to issue 
total obligational authority allowed on the contract. 
Expenditure authority in this situation is only required to 
make the progress payments negotiated at the time of the 
SOnecract. 
compere cnods Of Financing 

There are two methods in which funds can be 
expended against the FMS trust fund. These are by direct 
citation and the reimbursable method. These are depicted in 
miGure Os 

a. Direct Citation Method 

Direct Citation is a method of funding whereby 

the FMS trust fund is cited directly on procurement docu- 
ments, and expenditures are made directly from the trust fund 
Peeounueay Military disbursing offices. 

b. Reimbursable Method 

Under this method expenditures for FMS cases 

are made against U.S. apropriations (after receiving obliga- 
tional authority from SAAC) which are later reimbursed from 
the FMS trust fund when expenditures for the material are 
reported to SAAC. The actual reporting of the expenditures 
to the detailed accounting records at NAVILCO and SAAC occurs 
just prior to the reimbursement of the U.S. appropriation. 
Because of this, the reimbursable method allows little float 
to exist between the country's trust fund account and the 


detailed case accounting records. 
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FIGURE 2 


METHODS OF FINANCING 





FOREIGN CUSTOMER $ NAVY 
TRUST FUND ACCOUNT 





MILITARY DEPARTMENT S 
APPROPRIATION ACCOUNT "| PRODUCTION CONTRACTOR 
Source: How to Conduct Foreign Military Sales 


DOD Instruction 2140.1 requires that new procurement 
actions be funded to the maximum extent possible through di- 
rect citation of the FMS Trust Fund as opposed to using the 
reimbursable method. The reason for this is to prevent, as 
much aS possible, subsidy of FMS procurements with U. S. ap- 
propriations. When the reimbursable method is used there is 
always a possibility that U. S. appropriations will not be re- 
imbursed for the full cost of the FMS case procured under it. 
In fact, the GAO has issued numerous reports revealing where 


the DOD has subsidized FMS through U. S. appropriations. 
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G. FLOW OF FUNDS FOR FMS 

Figure 3 represents the flow of funds for FMS. The funds 
flow process starts with payment requirements placed upon the 
foreign government. These demands are in two forms: 

1. The initial deposit required to be deposited which is 
stipulated in the DD Form 1513 financial annex, and 

2. The recurring payments requirements which are con- 
tained in the Quarterly Billing Statements (DD Form 645) from 
the SAAC. 

Cash received from the foreign countries is deposited 
into the trust fund account by SAAC. The SAAC controls the 
administration of the funds from the trust fund through the 


issuance of obligational and expenditure authority. 


H. TRANSFER OF OBLIGATIONAL AUTHORITY 

The transfer of obligational authority between SAAC and 
NAVILCO occurs after the following events take place: 

1. Receipt of a copy of the signed DD Form 1513 by SAAC. 

2. Receipt of the initial deposit by SAAC from the 
foreign government. 

3. Approval by SAAC of the DD Form 2060 submitted by 
the Navy to SAAC requesting obligational authority for the 
particular FMS case. 

The term obligational authority is used loosely since 
SAAC is transferring or granting permission to the Navy to 
incur legal reservations of funds which will eventually be 


expended against the FMS trust fund account for the foreign 
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country. The monies involved are funds of the foreign 
Sounem@yecdner are NOt U. S. monies. It is questionable, there- 
Piceyero eae PMS trust fund is or is not subject to the 
provisions of Section 3679(a) of the Revised Statutes. In 
any case, obligational authority is transferred to NAVILCO 
through NAVCOMPT for funding of a unique FMS case. 

Once received by NAVILCO, obligational authority is 
transferred to Case Administering Offices (CAO) for actual 
acquisition of the required material or services. For mater- 
ial requiring major procurement action the CAO is within one 
of the system commands under the control of Navy Material 
Command (NAVMAT). For material held within the Defense or 
one of the military services stock funds, NAVILCO acts as the 
CAO. Figure 5 depicts the transfer of authority between 
NAVILCO and CAOs along with the flow of other information. 

NAVILCO as administrator of the Navy's FMS obligational 
authority is responsible for all detailed case accounting and 
reporting of expenditures to SAAC on a case level basis by 
line item (National Stock Number (NSN), part number, or ser- 
vice provided) within 30 days of the expenditure or delivery 
of the material. Since about 95 per cent of the Navy FMS 
cases use the direct citation method of financing, the Navy 
paying activities directly cite the trust fund account on 


nearly all payments. © 
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I. EXPENDITURE REPORTING TO THE SAAC 

Expenditures are reported monthly/daily to NAVILCO by 
paying offices. For material issued from defense stocks, ex- 
penditures are reported to NAVILCO on interdepartmental bill- 
ings (IDB). The number of transactions average between 17,000 
and 20,000 per month and total between $5 to 6 million. For 
material obtained through procurement, detailed expenditure 
information is received from NRFC's on Yl and Y2 expenditure 
documents (format of documents enclosed in Appendix C) with 
copies of the corresponding invoice and public voucher for 
‘each transaction. The number of transactions average between 
6,000 and 12,000 per month and total between $50 and 
80 million.*” 

The reporting of expenditures, progress payments, and 
delivery information by the Navy to SAAC is accomplished with 
the DD COMP(M) 1517 Report. The report is made on magnetic 
tape or punched card in an 80 card column format. The basic 
information contained on the DD 1517 is shown in Figure 4. 
Reports are made monthly to SAAC and each DD 1517 represents 
the expenditure or delivery of a unique line item for a spec- 


ific Navy FMS case. 


J BILLINGS TO FOREIGN COUNTRIES 

Information submitted by the Navy via the DD 1517 is 
used by SAAC to produce the Statement of Foreign Military 
Sales Transactions, DD Form 645. The DD Form 645 serves both 


as a billing document and as a statement of the foreign 
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FIGURE 4 
FORMAT OF DD COMP(M) 1517 


MONITOR 
RINT 

RT PORTING 

actively 


ICE COOE 


rat r4 


éfheb CGAL ESE Sa ToeC alla fesios Oleh ec loisyercizis 








ne 
_? 
i] 
- 
ee Bigs COUNTRY 
Ld 
= “ ' CUSTOMER 3 
© =! O€L TEAM COOE 
™ Zl tweerimance | 
e =) - 
> Ri veae z 
S z 
zs : 
O | Oay ¢ 
= 4 3 
rf w ~ 
— = 2 
: < =» | S$ERiAL 
D> =I NUMeEA 
, < i 
ey 
PD © Sufix 
o 2 COUNTAY S¥ ta 
>» 
— 2) #aeicnr “3 
2 = FORWAROEA >= 
> - = 
R By case 2f 
yy zy NUMBER Aes 
S wa 


MIOOE 5S41PP EO 


c*sfat 


ttf 


AOQIUSTMENT 
&LLOWANCE COOE 


PAOGAR AM YR 








DELIVEAY SOURCE 





POE COOE 
TRANS BILL COOE 


(td 


SF'INON $F 


1HYOd3¥ ZISt (WIidWOD-GG 


OOLL 4a 


fMS CASE 
LING ITEM IO 


iw 
“ 
es 
3) 
~ 
oe 


APPROPRIATION: 
FuNO COOE 


4pucis 


' AOUNDOEO & 1NO 


39 





country's account. The document represents the official 
claim for payment by the U. S. Government and furnishes an 
“ accounting to the FMS purchaser of all costs incurred on his 
behalf for each FMS case. 
The statements are forwarded to the foreign customer 
by SAAC every three months. The foreign customer is required 
to pay the bill within 60 days of the preparation date of the 
Pil. 
The complete flow of information between NAVILCO, SAAC, 


and other DOD agencies is depicted in Figure 5. 
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IV. NAVY FMS FLOAT 


The Navy acknowledges that a large unrecon- 

Cclled difference has existed in varying 

amounts between summary expenditures against 

the trust fund reported to Treasury and de- 

tailed expenditures reported in the sales 

case accounting rendered to SAAC through the 

Navy aa (0 amin LOgistitess Control Office 

(NAVILCO) 
A. INTRODUCTION 

In November 1979 a set of FMS management goals was 
promolgated by Chief of Naval Operations (CNO) to be met in 
fiscal year 1980. Prior to this time a high level manage- 
ment goals had not been established for the Navy FMS 
program. Included in the list of goals established for the 
Navy FMS program was the goal to eliminate all unidentified 
float and reduce the identified float in process to a normal 
backlog of $135 million during fiscal year LOEW, = 
Since November 1978 when the GAO made the finding that 

the Navy did not know the correct case balance being held in 
trust for countries involved in the Navy's FMS program, 
attention has been directed toward resolving the problem. 
The GAO report noted a large unreconciled difference between 
summary FMS disbursement data reported by the Navy to the 
Treasury (which maintains the trust fund) and detailed case 
expenditure records maintained by SAAC and NAVILCO. The 
report cited the fact that SAAC and NAVILCO's expenditure 


records were $554 million greater than the Treasury's as of 
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iegune 1978. 

Since NAVILCO was responsible for reporting detailed 
case expenditure data to SAAC, the problem of the difference 
between SAAC's records and the Treasury trust fund balance 
was referred to NAVILCO. 

This chapter examines the unreconciled difference 
between NAVILCO's detailed records and the Treasury trust 
fund account. An examination is made of the nature of the 
difference and methods used in calculating the identified and 
unidentified float between the two sets of records. In addi- 
tion, the total float figure is split into individual cate- 
gories or sublevels so that an appreciation for the causes of 
the float can be gained. Dollar figures used in this chapter 
are from December 1978 when the level of float was at the 
highest Pali. A later chapter will ee the progress the 
Navy has made since December 1978 in reducing the identified 


and unidentified float. 


ies NAVY FMS EXPENDITURE FLOAT 

The U. S. Treasury maintains a bank balance for each 
foreign country with whom the Navy has formed FMS agree- 
ments. The Treasury monitors deposits into the FMS trust 
fund made by the foreign country and subtracts summary level 
expenditure data for payments made by Navy Regional Finance 
Centers (NRFC) to pay for materiel procured for the foreign 
government under their Navy FMS agreements. 


NAVCOMPT makes summary level monthly reports to the 
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Treasury through the Consolidated Expenditure Reimbursable 
Processing System (CERPS) on the amount of funds paid by Navy 
Regional Finance Centers against the funds of each country. 
Detailed supporting information for these payments is sent to 
NAVILCO to be reconciled against the specific obligations 
for materiel initiated for the foreign government and posted 
to the central expenditure records maintained at NAVILCO. 
Once matched to the specific country and case, billing 
reports (DD1517) are submitted to SAAC to support the 
detailed billings to the foreign country.** 
The term "float" is used to described the difference 
between NAVCOMPT's summary level report of expenditures to 
Treasury via the CERPS reports, and the amount posted to 
NAVILCO's detailed case expenditure records as reported to 
SAAC. The majority of the float is caused by pipeline delays 
in processing the detailed expenditure data at the NRFCs, 
delays in transmitting the detailed information between the 
NRFCs and NAVILCO, and processing delays at NAVILCO once the 
information is received. In theory, the float should not 
usually be very large. An agreement made between DSAA and 
the Navy allows for a one month processing delay between the 
time the expenditure is reported to the Treasury and the time 
it is recorded on NAVILCO's expenditure records. This one 
month processing delay amounts to $135 million and is consid- 
dered to be an acceptable Pleas" Figure 6 is a simplified 
chart showing the flow of expenditure information between the 


Organizations involved and how the float is established.“7 
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or. RECONCILIATION PROCESS 

The CERPS report is a monthly report made by NAVCOMPT 
to the Treasury summarizing expenditures made for each 
country within the Navy's FMS program for that month. fEach 
detailed expenditure processed by NAVILCO is eventually 
recorded on a Status of Funds Authorization (NAVCOMPT Form 
2025) when the transaction is reported to SAAC via the 
DD 1517. The NAVCOMPT 2025 is a cumulative report of all 
expenditures recorded against a particular Navy FMS case. A 
reconciliation can be made between NAVILCO's detailed expen- 
diture records as shown on the NAVCOMPT 2025 and the Treasury 
account balance for each country as reported on the CERPS 
Report. 

Table II is a summary report showing the reconciliation 
between the Treasury records and NAVILCO's detailed expendi- 
ture records for December 1978. The reconciliation is made 
by using 1 January 1977 as the starting point. The Navy 
assumes that the two records reconciled at that date.*> 
NAVILCO's detailed expenditure records show $40.7 million 
less expenditures than do the Treasury's summary expenditure 
records reported by CERPS as of 31 December 1978. 

The NAVILCO side of the reconciliation reflects the 
net expenditures recorded against case records between 
1 January 1977 and 31 December 1978. Added to that figure 
is all known expenditure transactions that have been recorded 
in the CERPS report but not recorded on a NAVCOMPT Form 2025 


because of delay in transit or processing delay at NAVILCO; 


46 





Hor L6c LEE ‘GEO “$$ 


L9°C6ES LIES BEQSES Aunseaa], 07 paquoday 
Saunytpuedxy [eyo] 


asuedsns ut ptay -- 
Auyunod e& OF papuoddu you 
hO°S9?‘hhS ‘862 qnq apew saunytpuadxy 


Oot - e UepP i 
LG°Q@zli ‘CEQ bel Seg Sd¥a0 JO uot yzewuns 


Sd¥dO VIA LdWOOAVN WOXSA CAATAONY 
SQCYOOSY AYVWWAS AYNSVAYL 


puewwo jg swaqyshs ATddng [TeAeN :90unN0S 


LO°E6ESLLE“QEQ SES 


Se WON 669-01, 
Ob cee cgo' L6G es 


fh’ 9S9‘6EE ‘OHS 


96°S9S‘2ne °LSO' S$ 


Q@L6L aaquaosq 1 f 
SAUNLIGNAdXa AUNSVAYNL GNV OOTIAVN NAAMLAG NOITLVITIONOONY 


Ii ddl 


SspTedO] GUE] ea 


(JEOTY patsrquaptun) 
SO] PoduUnoOgoruUnN Soinqpuod«<desniy 


OOTIAUN 4q paazaoay 
JO papuoday SaunqyIpuadxgZ Teo] 


VeOTY ut SaunytTpusdxy uMOoUYy sSNntd 


Gis od te — /) eter a 
GZO0Z JLdWNODAVN 282ueyud 49N 


SQYOOdY TIVLAG OOTIAVN 


47 





in other words, the known float. 

The CERPS side of the reconciliation reflects the total 
expenditures reported to the Treasury for the same period. 
Since the CERPS is a monthly report, the figure shown in 
Table II is a summation of all CERPS reports for the period 
between 1 January 1977 and 31 December 1978. To the figure 
1s added expenditures made to the Navy's FMS program but not 
Baemtitied tO a particular foreign country. The expenditures 
are held in suspense until they are distributed to a foreign 
Seuntry s trust fund account. 

The two sides of the reconciliation process should 
balance to the same number. In other words, all expenditures 
reported on the CERPS reports should be recorded on NAVILCO's 
detailed case records or be identified as float. In December 
1978, the figures did not reconcile and the net difference 
between the two figures was $40.7 million. This figure means 
expenditures reported to the Treasury exceed known expendi- 
tures reported to NAVILCO. This amount is referred to as 
"unidentified float." The difference could have been caused 
Dy the loss of expenditure documents, erroneously processed 
transactions, or expenditures not accounted for as float. 

The same reconciliation can be done on a country basis 
by comparing the summary level expenditure values reported to 
the Treausury through CERPS and the sum of the detailed 
expenditures recorded against each country on NAVILCO's 
records. In some cases the amounts posted to NAVILCO's 


records for a country plus the known float are less than the 
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total summary level expenditures reported to the Treasury. 
In other instances, the amount posted to NAVILCO's records 
plus the known float exceed the summary level expenditures 
reported to the Treasury. The net value of all situations 
where NAVILCO's records are over or under the Treasury 
account Dalance is the total unidentified float. 

As Of 31 December 1978, NAVILCO's records indicated 
expenditures posted to 50 countries were greater than the 
COrresponding Treasury trust fund balance by a total of 
$108.8 million. Twenty-one countries' balances were just the 
Opposite, recorded expenditure balances on NAVILCO's records 
were less than the Treasusry trust fund balance for the 
Coumery Dy the amount of $111.8 million. Table III indicates 
Beiewcaleulation of the net unidentified float given the 
countries with account balances over or under the CERPS re- 
ported to the Treasury. 

The net unidentified float figure of $40.7 million tends 
to conceal the magnitude of the reconciliation problem the 
Navy has. The absolute value of the differences in expendi- 
tures between the Treasury trust fund and NAVILCO's records 
is a more accurate figure depicting the true extent of the 
differences. As 31 December 1978, the absolute figure was 
$220.6 million. As balances of countries that have been 
overbilled begin to equal the balances of countries that have 
been underbilled, the net unidentified float approaches zero. 
This tends to imply that the situation has improved. [In the 


context of the total float, this is true since the float has 
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PApos, LIT 


CALCULATION OF UNIDENTIFIED FLOAT 
31 December 1978 


NAVILCO country records with balances 


less than reported by Treasury Sey C2 oe 
Plus: 
Expenditures not reported to 
countries by Treasury 
-- held in suspense OO) ae 
Subtotal Lao 743s, / iL. 
bess: 


NAVILCO country records with balances 
greater than reported by Treasury 


Unidentified Float 


Source: Navy International Logistics Control Office 
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S$ 40,695,161. 
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15 


43 


20 


1 Oe, 803,610. 
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decreased. However, in the context of billing accuracy, the 
Situation is basically unchanged; the absolute amount of 
country balances that are over or under the total expendi- 
pune S reported to the Treasury through CERPs remains 
excessively high, indicating that a country-by-country recon- 


@miracion has not been achieved. 


D. REASONS FOR FLOAT 

several factors have contributed to the growth of the 
unreconciled difference between the detailed case accounting 
records at NAVILCO and total expenditures reported to the 
Meeastiry. Initially the Navy's problems in accounting and 
reporting foreign military sales disbursements were disclosed 
when NAVILCO was required to transfer official detailed case 
accounting records to SAAC when it was established in 1976. 
The transfer of records occurred in early 1977. At that time 
the Navy was directed by DOD to reconcile the cash balance 
Shown on their trust fund account records with the cash bal- 
ances shown on their official detailed case accounting re- 
Semds Pelor to the transfer. Up to this point in time the 
Navy had maintained the trust account records for all Navy 
FMS sales. However, with the establishment of SAAC, the re- 
Beencibility for trust fund accounting was transferred. It 
was at the time of the transfer that the unreconciled balance 
between the two accounts was discovered. 

Upon the transfer of the cash balances to SAAC in 


early 1977, it was necessary for NAVILCO to make immediate 
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and significant changes to their computer programs to 
accomodate SAAC's new reporting requirements for simultaneous 
expenditure and delivery data to support SAAC's customer 
billings. By late 1977, the Navy had developed its new 
Management Information System, International Logistics 
(MISIL), which was to provide significant improvement in the 
control of the detailed case accounting at NAVILCO. The 
implementation of the computer program in eary 1978 required 
a large amount of "de-bugging", much more than the Navy had 
anticipated. As a complicating factor NAVILCO was also re- 
quired to relocate during the same period from Bayonne, New 
Jersey, to Philadelphia. In that move from Bayonne to 
Philadelphia the Navy lost approximately 80 percent of its 
personnel at NAVILCO. Therefore, the Navy had to hire addi- 
tional personnel to replace those lost and also train them on 
the requirements of the new MISIL program as well as the new 
requirements instituted to accomodate SAAC's new billing 
responsibilities. 

The two events, the physical move of NAVILCO and the 
implementation of the MISIL computer program proved to be 
disasterous for NAVILCO in mantaining its caSe accounting 
records. For the next twenty-two months following the trans- 
fer to the SAAC, a backlog began to develop in unreported 
expenditures to SAAC. By September, 1978 the difference was 
approximately $497 million of which the net unidentified 
expenditure value waS approximately $87 million. It was at 


this time that GAO issued its report stating that the Navy's 
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foreign military sales trust fund balance was unknown because 
of the large amount of float between the Treasury's records 


and the individual case accounting records at NAVILCO. 


le CATEGORIES OF FMS FLOAT 

The identified float can be divided into six separate 
Sub-categories because of unique characteristics associated 
with the cause of the delay in recording certain expendi- 
tures. Each of the categories is explained below, including 
the seventh category, unidentified float. 

ieee im transit 

These are transactions that have been expensed at 

the NRFCs but the detailed expenditure information has not 
been received by NAVILCO. The transactions are in transit 
between NRFCs and NAVILCO. The delay in receipt by NAVILCO 
is caused by mailing time and processing time required to 
package the transactions at the NFRCS and distribute the 
transactions at NAVILCO. 

Camebacen exceptions 

These are detailed expenditure transactions which 

have not met the minimum edit criteria to be entered into the 
MISIL system at NAVILCO. Exceptions are caused because com- 
puter cards are improperly punched (off set), or document 
count and money value of individual transactions do not match 
the summary input card. Batches that fail the initial edit 


require manual correction and re-input. 
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3. Bill suspended 


These are transactions that have met the preliminary 
edit criteria discussed above but because of more detailed 
accounting errors cannot be identified to the appropriate 
country and FMS case so that the expenditure can be matched 
with the appropriate obligation. The transactions are held 
in suspense in a computer file until they can be manually 
corrected and reprocessed. 

4. Unprocessed vouchers 

These are old transactions from 1977 and 1978 that 
have not been processed at NAVILCO. Most of the transactions 
were backlogged during the implementation of the MISIL 
system. 

5. Procurement Accounting Reporting System (PARS) 

This category is another in transit category for 
transactions processed by the Procurement Accounting Offices 
mainly for ship construction and related activities. The 
figure represents a reporting delay. 

6. Suballotments/Polaris 

These are funds that have been suballoted to 
activities other than NAVILCO, such as ASO, SPCC, and SSPO 
for management. Transactions in this category represent 
funds that have been expended by the other activities but 
not reported to NAVILCO. 

jeeUnidencitied float 
jremertion of the float that is not identified. 


Meuecaambe thought of as a forced figure to balance the CERPS 
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reports with the detailed expenditure records at NAVILCO and 
the known float. 

Table IV provides a breakdown of that total Navy FMS 
float as of 31 December 1978 by category.~*/ inact lon, 
goals developed by the Navy for each category are provided. 
The total goal for fiscal year 1980 is to reduce the total 
PMS EloOat £O $135 million and the unidentified portion of the 
Prete tO Zero. 

In the next chapter reasons for the high level of float 
in particular categories are addressed, namely, in transit, 
batch exceptions, and bill suspended categories. 

In addition, an analysis is made of the attempts by the 
Navy to reduce the identified and unidentified float since 


December 1978. 


3), 





Casegor y 


Intransit 

Batch Exception 

Bill Suspended 

PARS 

Unprocessed Vouchers 
Suballotments/Polaris 
Unidentified 


TOTAL 


Source: Naval Supply Systems Command 


TABLE IV 


CATEGOREEOROE TEMS EECAT 
31 December 1978 
December 
$ 54. 
LOOr 
Shs 
148. 
114. 
32e 
40. 
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V. CAUSES OF NAVY FMS FLOAT 


A. INTRODUCTION 

The major reason for the large Navy FMS float is that a 
Significant amount of disbursements which had been recorded 
against the trust fund have not been recorded on the detailed 
case accounting records at NAVILCO. Under the Navy's present 
disbursement accounting system, Navy Regional Finance Centers 
(NRFC) submit monthly reports to NAVCOMPT which include 
Summary disbursement data for FMS. NAVCOMPT in turn submits 
the data to the Treasury for posting to the trust fund 
account. NRFCs also provide detailed disbursement data 
directly to NAVILCO on a daily basis for ultimate posting to 
detailed case accounting records. The Navy is taking consi- 
derably longer to post disbursements to the detailed case 
accounting records than it takes the Treasury to post summary 
disbursement data to the trust fund account. Ideally, the 
detailed expenditure reported to NAVILCO by the NRFCs should 
process immediately and initiate the transfer of billing 
information to the SAAC. However, the process does not occur 
that smoothly. Assuming that $135 million is the average 
amount of expenditures reported to NAVILCO monthly, at the 
end of December 1978 NAVILCO had a backlog of over four 
months' worth of expenditures awaiting processing. 

This chapter will analyze the causes for the delay in 


processing of the detailed expenditures by NAVILCO. Areas 
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examined are delays caused by batch exceptions errors, in 
transit delays between NRFCs and NAVILCO, processing delays 
at NAVILCO caused by suspended transactions, and errors in 
detailed expenditure documents received from NRFCs. 

Table V shows a breakdown of the Navy FMS float from 
December 1978 through September 1979 into separate catego- 
ries. The three categories, batch exceptions, in transit, 
and bill suspended, represent 66 per cent of the total float 
as of September 1979. They represented only 42 per cent of 
the total float as of December 1978. The percentage increase 
has been caused by a relatively constant level of float in 
the three categories with a corresponding decrease in the 
-total overall float. The total decrease in the float oc- 
curred mainly in suballotments/polaris, contracter identi- 
fied and unidentified float categories. inenact.) ene 
proportion of float represented by the latter categories has 
decreased by 39 per cent between December 1978 and September 
1979 reflecting the Navy's ability to reduce the float in 
these categories. 

For the Navy to reduce the overall float further, the 
float represented in the categories of batch exceptions, in 
transit, and bill suspended must be reduced significantly. 
For that reason only those categories are addressed in this 


chapter. 
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Be PROCESSING REQUIREMENTS 

NAVILCO is required to match each detailed expenditure 
with a corresponding obligation inputed in the MISIL program. 
Case Administrative Offices (CAO) are granted obligational 
authority by NAVILCO for procurement of materiel and services 
for a particular Navy FMS case. The CAO is reponsible for 
Submitting copies of all contracts for materiel and services 
and identifying each separate line item within the contract 
Dy a requisition number. NAVILCO uses this information to 
establish obligations by requisition number on the MISIL for 
eventual matching with the detailed expenditures. | 

As detailed expenditures are received from the NRFCs, 
NAVILCO attempts to match the expenditure with the corres- 
ponding obligation. A matching is required on all mandatory 
data fields shown on the Yl and Y2 document shown in 
Appendix B (identified by an M under the data field). 

The processing of detailed expenditures is made in 
separate distinct stages within the MISIL program. At any 
stage, errors detected within the expenditure document when 
matched against the corresonding obligation will cause the 
document to be suspended from further procesSing. The sus- 
pended transaction is held ina suspended Di tise Fide une i): 
the errors are investigated and manually corrected to allow 
further processing. An expenditure can be reported to SAAC 
when the detailed expenditure document matches the corre- 
sponding obligation document in all mandatory data fields. 


When this occurs, the expenditure 1S reported to the SAAC 
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wear echne DD Form 1517. 


oe BATCH EXCEPTIONS 

Detailed expenditure documents are received from NRFC 
formatted on Yl and Y2 FMS Expenditure Cards (format in 
Appendix B) which contain all the necessary billing informa- 
tion. Each Yl and Y2 card is supported by a copy of the cor- 
responding invoice and public voucher which was used to make 
the payment at the NRFC. In addition a Z Summary card (for- 
mat in Appendix B) is included with each batch of Yl and yY2 
cards as a control card summarizing the document count and 
extended money value. 

Prior to acceptance of the detailed expenditure informa- 
tion into the MISIL program, all Y1-Y2 batches are validated 
to ensure that the correct Authorized Accounting Activity 
(AAA) is being charged, the Z Summary card is valid, and that 
the batch is not a duplicate. If any of these exception con- 
ditions exist, the entire package is rejected. Next, the 
program does a matching of the summary information on the Z 
Summary card with the detail expenditure information on the 
Yl and Y2 documents within the batch. If the information 
does not match, the entire batch of cards is rejected and not 
accepted into the program. These exceptions are called batch 
exceptions. 

A number of reasons cause the rejection. Besides the 
invalid information, the cards can be mispunched or offset 


punched, which prevents acceptance of the information by card 
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reading equipment at NAVILCO. Also, Yl and Y2 cards can be 
missing from the batch preventing the matching of batch 
information with the Z Summary card. Either of the above 
Situations must be manually corrected at NAVILCO or the en- 
tire batch returned to the NRFC for correction. The number 
of exemptions can be numerous. As of December 1978, the 
value of exceptions amounted to $100.3 million with the goal 
established at NAVILCO to be $15 million per month. 

Table V shows that batch exceptions have averaged $87.4 
million per month between December 1978 and September 1979. 
Within the last six months of the period, the total has been 
reduced steadily to a balance of $44.7 million as of Septem- 
ber, still substantially above the goal of $15 million per 
month. 

The problem of batch exceptions is not NAVILCO-caused 
but a problem caused by the method in which NRFCs prepare 
batches of detail expenditure documents for transfer to 
NAVILCO. An examination of the process at NRFC, Oakland 
revealed that Yl and Y2 cards were not validated prior to 
transfer to NAVILCO. All processing of Yl and Y2 images was 
accomplished by tape or disk processing, including the bal- 
ancing process to ensure all FMS payments made for the period 
at the NRFC were supported by Yl and Y2 transactions. Once 
the process is complete, Yl and Y2 cards were punched from 
the tape images. No attempt is made to read the cards to 


ensure the cards are readable on card reading equipment. 
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D. IN TRANSIT DELAYS 

Directly associated with batch exceptions is the delay 
in reporting detail expenditure transactions between NRFCs 
and NAVILCO. Table VI reports the results of a survey per- 
formed by NAVILCO which shows the average time expenditures 
are in transit between NRFCs and NAVILCO for the fourth 


quarter of fiscal year 1979. 
TABLE VI 


AVERAGE IN TRANSIT TIME 


Average 
in trance. t Average 
Time Number of Money 
NRFC (Days) Documents Value 
Washington Ze 391 S (471049) 
Norfolk HRS 5314 158.9 
Great Lakes iS Zone Fo eit 
San Francisco KS 154 46.0 
San Diego cen OES oo. 1 
Average 18 9529 


*overnight air service used 


Prepared from NAVILCO records 


Yl and Y2 documents are defined to be in transit between 
the time the expenditure is paid and eventually received by 
NAVILCO for processing. The documents are in transit for an 
average of eighteen days. The in transit delay is caused by 
the tremendous clerical task required to gather a copy of the 
invoice and public voucher for each Yl and Y2 transaction. 


Under the present method of processing Yl and Y2 documents, 
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backup documentation must be submitted with the Yl and Y2 
documents when they are forwarded to NAVILCO. 

The in transit times vary greatly between the NRFCs. 

The reason for the variance is not clear. It appears from 
Papbe Vi that that it is not proportional to the number of 
expenditure documents processed by the NRFC. Currently, there 
is a seven day processing standard placed upon the NRFCs for 
the reporting of expenditures to NAVILCO, although it does 
not appear that any NRFC is capable of meeting the standard. 

Surveys at NAVILCO indicate that the mail time between 
NRFCs and NAVILCO averages about three to four days. [In an 
effort to reduce the in transit time an overnight air service 
is used from Norfolk, Great Lakes, and San Diego. Without 
this service, the average in transit delays from these NRFCSs 
would be approximately 19, 17, and 26 days respectively. 

Table V reveals that the Navy has made little progress 
in reducing the amount of float in the in transit category 
between December and September toward their monthly goal of 
Seoemi bition. In fact, the figure for August 1979 of $75 
-mMillion was the highest for the entire period. 

The in transit category amounted to 9 per cent of the 
float in December 1978 and 36 per cent in August 1979. This 
reflects the inability of the Navy to reduce the figure in 
relationship to the total float. The greater percentage in 
August is caused by the absolute reduction in the total float 
and the relatively constant level of expenditures in transit 


category each month. 
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NAVILCO has little control over the transactions in 
transit. It can only input the transactions into the MISIL 
upon receipt of the Yl and Y2 cards from the NRFCs. NAVILCO 
has no administrative control over the NRFCs. Since there 
are no processing standards or goals for the NRFCs in regard 
to the procssing of Yl and Y2 transactions, NAVILCO can only 
attempt to reduce the float in those categories in which it 
has direct control; namely, the bill suspended, unprocessed 
vouchers, and unidentified float categories. A review of 
Table V indicates that substantial reductions have been made 
in these categories. 

However, the method of transferring expenditure informa- 
tion between NRFCs and NAVILCO must be questioned. First the 
use of computer cards as a means of transmitting data is slow 
and archaic especially with the present means available to 
telecommunicate data. Second, an inordinate amount of time 
(18 days on the average) is consumed providing supporting 
Gocumentation for each Yl and Y2 card and delaying the trans- 
fer of detailed expenditure data to NAVILCO. For the in 
transit category of float to be reduced significantly each of 


the above problems will have to be addressed and solved. 


jane SUSPENDED TRANSACTIONS 

Each detailed expenditure received by NAVILCO must pro- 
cess through three basic levels of processing within the 
MISIL program before the expenditure is reported to the SAAC 


via the DD Form 1517. The detailed expenditure represented 
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by the Yl and Y2 card is required to match the existing obli- 
gation at each of the below processing levels. 


Processing order: 
ee COUNELY « The country which the detailed expendi- 
ture was billed against must match the country code 


Tene Obligation. The coumtry is identified on the 





miecardabyean alpha code in data fields 63 and 64 
: and the subhead in data fields 47 through 50. 

2. Case. Identifies the case within a particular 
country's FMS program the expenditure is to be 
billed against. The case code is a three digit 
alpha code in data fields 20 through 22 on the yY2 
card. This code must match the code on the 
obligation. 

3. Requisition or Line. Identifies the particular line 
item procured. The requisition number in data 
fields 11 through 18 must match the requisition on 
the obligation. If the two match, the item descrip- 
tion (NSN or part number) is taken from the obliga- 
eronedocument. The Yl and Y2 card does mot carry 
the item description. 

If the Y1-Y2 document pair does not match at any of the 
above processing levels, the transaction 1s suspended and 
held in the Bill Suspended file within the MISIL. To con- 
tinue processing, the document must be manually researched to 
determine the error and the error corrected. Depending at 


what level the document is suspended will determine if it has 
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an affect on the FMS float or not. 
1. Case level exceptions 
Documents that can only be identified to the country 
level are classified as case level exceptions: in other 
words, the expenditure has not been identified to a particu- 
lar case because of errors in the expenditure document. 
Transactions suspended at this level of processing affect the 
float since the expenditure cannot be billed against a parti- 
cular case. These transactions are classified under the bill 
suspended category of the Navy FMS float. 
Z- Line level exceptions 
Expenditures that are identified to country and 
case but cannot bd processed to requisition or line level are 
called line level exceptions. Expenditures in this category 
do not affect the float. This is because the expenditure is 
transmitted to the SAAC as a money value only expenditure to 
a particular case. Since the expenditure cannot be processed 
to the unique line item procured, it is billed as a "pseudo" 
progress payment against a case. The expenditure will even- 
tually have to be processed to the line level. When this 
occurs, the "pseudo" progress payment entry is reversed and 
the expenditure is billed as an expenditure to a particular 
line item. 
3. Backlog of exceptions 
Table VII shows the number and money value of case 
and line level exceptions for the period of March through 


September 1979. 
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TABLE VII 


CASE AND LINE LEVEL EXCEPTIONS 


Case Exceptions Line Exceptions 
Dollars Dollars 
Month (millions) Documents (millions) Documents 
March 27S. 6 14,464 $1,835 102,342 
ijoh@abgl 47.0 14,914 igo 2 4 LO7 7503 
May 36.8 135509 F539 O40 72 
June Zor 13,781 1,487 1105536 
July 39.8 ia 7 50 I aes Lge 53 
Aug B33 14,296 993 SLIP soe! 
Sept B39. ps culls O97 IPAS 0) 


Prepared from NAVILCO records 


For the period, the case level exceptions were reduced 
in money value by over 50 per cent, although the total number 
of transactions suspended gained slightly. The reduction in 
money value was caused by the Navy's efforts to reduce the 
overall float. A concerted effort was made to reduce the 
large money value case exceptions first because of the signi- 
fFicant affect it would have on reducing the float. However, 
Since the total number of exceptions has increased, the age 
of the exceptions not corrected is increasing. Since the 
Clerical effort required to reduce is not proportional to its 
money value, NAVILCO is falling behind in its processing of 
case level exceptions. 

The same analysis can be made of the line level excep- 
tions; the total money value of line level exceptions has 
decreased by about 40 per cent but the total number of excep- 


tions suspended has increased by about 23 per cent. Also, 
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the total number of line level exceptions is Significant, 
when compared to the fact that the average number of expen- 
ditures received per month during fiscal year 1979 was 9,651 
expenditure documents. This indicates that the backlog in 
line level exceptions requiring correction is equal to over 
13 months of expenditures. The backlog in the number of case 
level exceptions amounts to about 1.5 months. This is sig- 
nificant when the goal of the Navy is to reduce the float to 
less than one month's expenditure transactions. Considering 
the fact that the Navy has made a significant effort to re- 
duce the case level exceptions between January and September 
1979, the actual number of exceptions has remained the same. 

The trend in both categories of exceptions indicated 
that the total number of exceptions are increasing, although 
the money value is decreasing. The effect on the Navy's FMS 
float has been good with the decrease in the total money 
value case level exceptions over the period. However, with 
the increase in the total number of exceptions NAVILCO is 
marae behind in the processing of case and line level 
exceptions. Table VIII shows an aging of case and line level 
exceptions for the months of July, August, and September. 

As seen in the table, the number of exceptions is in- 
creasing as well as the number of exceptions over 90 days 
old. It indicates that NAVILCO cannot process exceptions as 


fast as they occur. 
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TABLE VIII 


AGING OF EXCEPTIONS 


Total Age Group (in days) 
Month Documents 1-30 31-60 61-90 Over 90 
July i207, 303 8,877 7,298 Sr? ks 98,410 
Aug. iP eo 3 4 8,944 eis Ae 6,199 109,618 
Sept. ee Bas 13,920 8,155 4,949 iia 3 4 1 


Prepared from NAVILCO records 


Bie ERRORS ON Y1-Y2 EXPENDITURE CARDS 

Tne high level of case and line level exceptions is 
caused in part by errors in Y1-Y2 expenditure documents. 
These errors prevent the expenditure documents from matching 
the pre-established obligation in the MISIL. 

In order to determine the source and frequency of errors 
in Yl-Y2 documents, a Survey was made of all Y1-Y2 documents 
received by NAVILCO for July, August, and September 1979, by 
a private contractor. The following data fields were 
screened on all Y1-Y2 documents received during the three 
months. Each Y1-Y2 document was compared to the backup 
documentation submitted with it to determine if any errors 
existed in the Y1-Y2 document. Fields screened were: 

1. Standard Document Number - cc 22-37 on Yl card 

Pemeecoperty Accounting Activity — cc 62-67 On Yl card 

Bemecase Code -—- cc 20-22 on Y2 card 

4. Requisition Number - cc 11-18 on Y2 card 


If the data field was empty or the coding incorrect for the 
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field, the backup documentation (voucher and invoice) was 
examined to determine if the correct information could be 
retrieved. The results of the survey are depicted in 
Appendix C. 

Error rates are shown for each NFRC indicating what per- 
centage of the fields surveyed were incorrect or blank. The 
error rate only reflects the errors detected in the four 
fields examined and does not include errors that may have 
been made in other fields on the Y1-Y2 documents. The fields 
Screened are considered the more important data fields since 
the information contained is essential to the processing of 
the document and the most difficult to correct since backup 
documentation must be consulted prior to making any correc- 
tions. Therefore, correction of errors in these fields is 
the most time consuming. It must also be emphasized that the 
error rate for each NRFC cannot be totally attributed to the 
finance center. In many cases, the NRFC perpetuates account- 
ing data received from contracts or from other paying offices 
which report to the NRFC. The error rate does indicate the 
number of corrections that ultimately would have had to be 
made at NAVILCO in order for the expenditure documents to 
process completely through the MISIL. Although, the fields 
surveyed are the most critical for processing through the 
MSIL, errors in other Y1-Y2 data fields could prevent the 
complete processing of the document without some manual 


COrrection. 


The error-rate analysis does indicate a variance in 
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error rates between NRFCs. The reason for the variance has 
not been explained. A comparison of all the months indicates 
that Great Lakes had a substantially lower error rate than 
the other NRFCs. Assuming that errors on contracts submitted 
to the NRFCs for payment are evenly disbursed throughout all 
contracts, it can be argued that some NRFCs are correctiong 
data fields even though they are not used for payment, thus 
reducing the overall error rate at NAVILCO. 

An examination of the type of errors on the Y1-Y2 docu- 
ments indicates that 64 per cent of the errors discovered 
would have prevented the expenditure from billing to a case. 
All the transactions affected would have been suspended as 
case level exceptions and would have increased the Navy FMS 
Float 1£ not corrected. Of the total number of errors dis- 
covered, which totaled to 9376 fields of data, 2708 of the 
fields, or 29 per cent of the errors, could not be corrected 
with information provided from the backup documentation. 

Some of the errors could not be corrected because 1147 of the 
Y1-Y2 documents were submitted without backup documentation. 
Trrseaccounts for about four per cent of the total Y1-Y2 
documents submitted for the period surveyed. To correct the 
expenditures, additional research would have to be performed 
which usually requires an examination of a copy of the con- 
tract under which the expenditure was made. 

Analysis of the type of errors indicates that 46 per 
cent of the errors were made in the standard document number 


field of the Y1-Y2 document. The majority of the errors were 
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caused by erroneous data in the data field. The standard 
document number is a significant data field. It is widely 
used by clerks at NAVILCO to research errors on Y1-Y2 docu- 
ments once the transaction is suspended in the MISIL. If the 
Standard document number, which is identical to the contract 
number, is blank or incorrect on the Y1-Y2 document, the pro- 
cess of researching the expenditure becomes very difficult 
and time consuming. This is because there is no clear audit 
trail. The public voucher or invoice may have the contract 
number on it but many times it does not, which leaves the 
clerk without any other ready source for the data to make the 
Gerrection. 

The standard document number is a mandatory field on the 
Yl card. However, interviews at NRFC, Oakland indicated that 
the field was left blank when Blanket Purchase Agreements 
(BPA) Or General Services Administration (GSA) contracts were 
‘used to procure FMS materiel. It was stated that NAVCOMPT 
regulations did not require the field to be used if BPA or 
GSA contracts were used. The survey of Y1-Y2 documents in- 
dicated that the standard document field was left blank on 
Only 366 documents out of the 28,588 submitted. However, it 
waseeincorrect on 3953 of the documents. Therefore, 15 per 
cent of the Y1-Y2 documents do not have a clear audit trail 
when the document is suspended in the MISIL for an incorrect 


Geemissing contract number. 
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G. LACK OF DATA VERIFICATION 

Data for the preparation of Y1~Y2 documents is acquired 
from three basic sources. These are the invoice submitted by 
the contractor, a copy of the contract submitted by the CAO 
to the NRFC, and information which originates at the NRFC 
during the disbursement process, namely, the voucher number, 
register number, and paying date. Errors on Y1-Y2 documents 
usually originate from the first two documents or are intro- 
duced during key punching at the NRFC. 

No data verification or editing is performed by the ADP 
programs at the NRFCs for data fields that do not affect the 
NRFC data files. The implied assumption is that whatever 
data is submitted to the NRFC is correct and therefore per- 
petuated further to NAVILCO. 

A review is currently performed at NRFCS on incoming 
contracts and invoices for payment only to ensure the basic 
information required to make payment is available. A review 


of all data fields is not performed as a general rule. 


ir. NAVILCO INDUCED SUSPENSION OF EXPENDITURES 

Prior to the reporting of a final expenditure to the 
SAAC, it is required that the detailed expenditures reported 
by the NRFC match an obligation previously entered in the 
MISIL. The major cause preventing matching are errors in the 
Yl~Y2 documents. However, documents may not match because of 
errors in obligation documents or obligations not entered 
into the MISIL. As of 1 August 1979, the backlog of con- 


tracts not obligated on the MISIL amounted to 4300 contract 


74 








lines and 3000 work request lines or 7300 line item requisi- 
tions. According to the supervisor for the Discrepancy and 
Contract Status Division at NAVILCO, some of the contracts 
were more than ten months ola. 7° 
Since matching in the MISIL is eventually accomplished at 
the requisition level, all contracts must be obligated by 
requisition number. Many large money valve contracts can 
consist of hundreds of requisitions for separate line items. 
Each of these requisitions must be entered separately into 
the MISIL so that the matching can occur by line item. 
Delays in input can prevent a valid and correct expenditure 
from matching an obligation. The number of suspended ex- 
penditures can become quite large for work requests and 
Sentracts in ae deli progress payments are made. Without the 
obligational document, each of the payments will become a 


separate case level exception in the bill suspended file. 
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Vi. CONCLUSIONS 


The Navy FMS float is caused by a multitude of factors. 
However, there are two major causes that contribute signifi- 
Gantly to the overall float. These are first, the in transit 
delay between the time the expenditure is recorded at the 
NRFC and the time the detailed expenditure is received at 
NAVILCO. Second, the excessive number of errors on Y1-Y2 
cards which prevent the rapid processing of expenditures 
through the MISIL without manual clerical correction of the 
documents. 

For the float to be reduced and maintained at a reason- 
able level both of the above problems must be addressed. To 
date the Navy has not satisfactorily addressed either issue. 
It is not reasonable to assume that the Navy will reduce 
Float or maintain the float at a level equal to or less than 
one month's expenditures when the delay in reporting expedi- 
tures between NRFCsS and NAVILCO averages 18 days. This along 
with the fact that all expenditures once reported to NAVILCO 
cannot process through the MISIL without some type of correc- 
tion made to the document, indicates that it is questionable 
that all detailed expenditures can be processed at NAVILCO 
and transmitted to the SAAC in 30 days. 

An informal study performed at NAVILCO in September 1978 
jmioimeated that only 17 per cent of the Yl-Y2 documents re- 


ceived in September actually processed to completion within 
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29 


the month. The balance were suspended in transaction 


as exceptions. Informally, individuals at NAVILCO currently 
Feel that one third of the Y1-Y2 documents are now processing 
Geeough tne MISIL without corrections, although the figure 


has not been confirmed with abe tieties 2 


Tals rs still a 
relatively low figure. It means that approximately 6,434 of 
the 9,651 average number of Y1-Y2 documents received monthly 
require some type of manual clerical correction. Since the 
number of case level exceptions in the bill suspended file 
has increased only slightly in the period between March and 
September 1979, it indicates that the processing of case 
level exceptions is at best equal to the rate at which they 
are received at NAVILCO. 

The processing of line level exceptions is another 
matter. During the same period, the number of line level 
exceptions has increased by about 23 per cent indicating a 
difficulty for NAVILCO in processing the exceptions with the 
current backlog equal to over 12 months of expenditures. 
Although line level exceptions have no effect on the float, 
NAVILCO cannot let the trend continue without taking some 
further action to reduce the balance. The large backlog af- 
fects other processes at NAVILCO such as case closures and 
ultimately the rendering of timely and effective billing to 
foreign customers. If personnel resources are reallocated 
to processing line-level exceptions at the expense of pro- 


cessing case level exceptions, the float could easily in- 


crease in the bill suspended category. 
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The average monthly money value of expenditures received 
by NAVILCO was $112.2 million for fiscal year 1979 with the 
range between $93.6 and 125.3 million. Of this amount 
approximately $64.1 is prepresented by Yl1-Y2 documents. The 
balance is summary expenditures reported to NAVILCO by 
holders of suballotments, namely, the PARS and the Polaris 
accounts. At the time the goal of $135 million was estab- 
lished as a acceptble Level of Float, the monthly money value 
of expenditures was much higher because of the Iranian FMS 
program. Since that time the average money value of monthly 
expenditures has decreased, it is questionable if $135 
million is an appropriate value for the goal of the Navy FMS 
Float and should be reevaluated. 

What becomes important is what is a realizable goal in 
the sense of being attainable. Theoretically, one month's 
Float seems reasonable, however when the in transit and high 
error rate of Y1-Y2 documents are considered, it is question- 
able if one month's expenditures is an attainable float goal. 
The money value of expenditures in batch exceptions, in- 
transit, and bill suspended categories as of September 1979 
equalled $126.6 million, nearly the goal of $135 million. 

The Navy had planned on attaining a float of $135 
Eeblion by 31 July 1979, an optimistic plan at best. 

The plan assumed that NAVILCO had direct control over the 
float. However, NAVICLO in fact depends highly upon other 


organizations for the smooth and timely processing of 
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detailed expenditures. First, it depends on the CAO for 
Originating the contract in the proper manner with the cor- 
rect accounting data. Second, it depends on the NRFC to 
process the payment promptly and report the expenditure to 
NAVILCO rapidly. Both organizations could improve their per- 
formance and assist in reducing the error rate in the Y1-Y2 
documents, which ultimately would help reduce the overall 
float. Yet, NAVILCO has little influence over either organi- 
zation to effect the change. But, for the overall float to 
be reduced further in the short term, significant reductions 
will have to be made in the in transit and batch exception 
categories. For this to occur, assistance must be gained 


from the NRFCs. 


The, 





VOU RECOMMENDATIONS 


In order to reduce the in transit and batch exception 
@eeegories Of float in the short term, 1t 1S recommended that 
a change be made in the method of processing Y1-Y2 expendi- 
ture documents. Currently, there is a delay of approximately 
18 days between the time the expenditure is made at the NRFC 
and eventually reported to NAVILCO. Most of the delay is 
caused by gathering and packaging backup documentation prior 
to mailing or delivery of the documents to NAVILCO. 

1. It 1S recommended that the transfer of Y1-Y2 expen- 
diture information be telecommunicated between NRFCs and 
NAVILCO aS soon as possible after the FMS expenditure is made 
at the NRFC without the supporting documentation. Supporting 
documentation would be submitted later (e.g., within 18 days) 
for Y1l-Y2 documents which eventually do not process through 
the MISIL. Two major advantages are achieved by the change 
in the method of reporting detailed expenditure information. 
First, most of the current float caused by batch exceptions 
could be reduced significantly by the elimination of punched 
cards as the transfer vehicle. The likelihood of data being 
rejected by the MISIL would be minimized because the readabi- 
lity of electronic data transfer is more reliable. With this 
method of data transfer, the backlog of data in the batch 
exception category can be essentially eliminated. 

The second advantage and greatest reduction in the float 


womldepe achieved in the in transit Category. “It 1s 
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estimated the float could be reduced by a minimum of $6.0 
million per month within this category by transferring Yl-y2 
expenditures immediately to NAVILCO. Calculation of the re- 
duction in float is based on at least 17 per cent of the yYl- 
Y2 documents processing completely through the MISIL without 
the need for any manual clerical corrections as reported in 
Eae NAVILCO study cited in Chapter VI. The reduction in the 
float amounts to the money value of these transactions. 
Serculation of the reduction is shown in Table IX. 

A number of assumptions are made in the calculations. 
First, it is assumed that detailed transactions suspended 
during a typical month are not corrected during that month. 
Under both methods backup documentation 1s received 18 days 
after the expenditure is made at the NRFC. Any corrections 
to the documents would have to be made in the last 12 days of 
the month. Since under both methods the time available to 
make corrections is the same, the net difference in the float 
would remain the same. 

Second in the calculation, it is assumed all expendi- 
tures transferred to NAVILCO are accepted into the MISIL. No 
expenditures are rejected as batch exceptions although the 
likelihood of this occurring 1S greater under the current 
method of data transfer than the proposed method. 

Third, the assumption is made that NAVILCO will continue 
to process Y1-Y2 documents daily and the processing can be 
completed in one day. 


Fourth, it is assumed that expenditures average $64.1 
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TABLE IX 
REDUCTION IN FLOAT 


Average monthly expenditures received at NAVILCO: 
SG AL Finally. lsuore 


Average daily expenditure 
(64.1/30 days): $ 2.14 million 


Float Under Current Method of Data Transfer: 


Expenditures: BloOdae 
(millions) 

In transit: 18 days X 2.14m Bio. 2 

Bill suspended: 12 days X (.83 X 2.14m) Zleees 

Processed: .17 X 2.14m = .36m 

Total Monthly Float Dees e 

Average Daily Value (30 days) Ika Sis, 


Float Under Proposed Method of Data Transfer: 


Expenditures: 

In transit: l day X 2.14M 2.14 
Bill suspended: 29 days X (.83 X 2.14M) 5 aS 
Processed: .17 X 2.14M = .36M 

Total Monthly Float SERA oS: 
Average Daily Value (30 days) ges. 
Difference in Daily Amount e20 
Average Monthly Difference (30 days) 6.50 
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million per month and are evenly distributed throughout the 
month. 

The advantage of the proposed method of data transfer is 
that it allows Y1-Y2 documents that contain no errors to be 
processed immemdiately by NAVILCO instead of being delayed 18 
days. Therefore, the float for these transactions is reduced 
from 18 days on the average to approximately one day. Under 
the proposed method, the greater the percentage of documents 
that contain no errors, the greater the reduction in the 
float. If the percentage of documents that contained no 
errors was one third, which many at NAVILCO feel it is, 
instead of the 17 per cent used in the Table IX calculations, 
the decrease in the monthly float would be $12.0 million. If 
the no error rate was to increase to 50 per cent, the float 
would decrease by $18.0 million. 

2. It is further recommended that under the proposed 
method of data transfer, the requirement for the NRFC to sub- 
mit backup documentation be eliminated for all Y1-Y2 docu- 
ments that process completely through the MISIL without the 
need for a manual correction. This could easily be accom- 
plished by NAVILCO notifying the NRFC after processing Y1-Y2 
documents which documents processed through the MISIL, elim- 
inating the need for the NRFC to gather the invoices and 
public vouchers for the processed Yl-Y2 documents. 

This recommendation would provide an incentive to the 
NRFCs to process FMS expenditures in such a way as to mini- 


mize errors on Y1-Y2 documents. The reward to the NRFC would 
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be a reduced work load as compared with the present method of 
processing Y1-Y2 documents. 

For NRFCs that currently have relatively low error rates 
On Y1-¥2 documents, their work load could be substantially 
reduced. For those with higher error rates, their work load 
could also be substantially reduced by screening contracts 
and invoices carefully to ensure data fields affecting Yl-Y2 
expenditure are correct PElLOu CeO Key punching. 

If the proposed recommendations are instituted by 
NAVILCO and aggressively marketed to the NRFCs, it is highly 
probable that the error rate could be reduced on expenditure 
documents. This would effectively reduce the effort neces- 
Sary at NAVILCO to correct Y1-Y2 document errors. In addi- 
tion, by increasing the percentage of documents that do not 
require correction, the effect on reducing the float is 
magnified. 

It is not the intent of this thesis to propose methods 
for reducing particular errors on expenditure documents but 
only to provide an incentive mechanism to NRFCs to assist in 
reducing the errors. NAVILCO could offer to provide publica- 
tions, guides, or training to NRFCs to assist them in 
reducing error rates. In a sense, the recommendation is at- 
tempting to encourage the NRFCs to edit contract documents 
and invoices prior to payment and make changes that would 
hopefully reduce the incidence of errors in expenditure docu- 
ments. There is the inherent possibility that additional 


errors could be introduced into the expenditure documents if 
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the NRFCs eke not perform the edit function competently. It 
also places the NRFC in the possible position of an auditor 
as well as a paying agent. 

Under the current methods of reporting expenditure docu- 
ments, NAVILCO is being deluged with documents with tremen- 
dous error rates. Evidence indicates that the backlog in 
total exceptions is growing and that NAVILCO cannot process 
the exceptions fast enough to eliminate the backlog to less 
than one month's expenditures in the near future. The as- 
sistance of the NRFCs in reducing any future errors could 
have a major effect on eliminating the continued increase in 
the backlog and also reduce the current level of float. 

or, “To ensure that the maximum number of error-free 
Y1-Y2 documents are processed through the MISIL, NAVILCO 
must ensure that procurement documents outstanding have obli- 
gations established in the MISIL. For this reason, it is 
recommended that the backlog of procurement documents not 
inputed into the MISIL not be allowed to exceed a specific 
age. The specific age should be established by NAVILCO to 
ensure with a high degree of reliability that all Y1-Y2 
documents submitted for processing will have a corresponding 
@eisigation to match. If error-free YI-Y2 documents are 
suspended from processing because of the lack of a corres- 
ponding obligation, credibility will be lost with the NRFCs. 
The timely and accurate input of obligations into the MISIL 


is essential for the proposed method of processing Y1-Y2 


expenditure documents. 
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MISIL 


NAVCOMPT 


NAVSUPSYSCOM 


NAVILCO 


NRFC 


PARS 


SAAC 


SseCC 


SSPO 


APPENDIX A 
GLOSSARY OF ACRONYMS 


Alr Force Accounting and Finance Center 
ASS ioeaae ceGhecary toheDerlense 

Aviation Supply Office 

Case Administering Office 


Consolidated Expenditure Reimbursable 
Processing System 


Chief of Naval Operations 
Department of Defense 
Foreign Military Sales 
Government Accounting Office 
Interdepartmental Billings 
Military Assistance Program 


Management Information System, 
International Logistics 


Navy Comptroller 

Naval Supply Systems Command 

Navy International Logistics Control Office 
Navy Regional Finance Center 

Procurement Acquisition Reporting System 
Security Assistance Accounting Center 
Ships' Parts Control Center 


Strategic Systems Project Office 
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APPENDIA C 


SURVEY OF ERRORS ON Yl AND Y2 CARDS 


Monthly Summaries for the fourth quarter FY 1979. 


A July 1979 


Finance 
Center 


Washington 
Norfolk 

Great Lakes 
San Francisco 
San Diego 
Total 


EB August 1979 


Washington 
Norfolk 

Great Lakes 
San Francisco 
San Diego 
Total 


er. September 1979 


Washington 
Nereolk 

Great Lakes 
San Francisco 
San Diego 
Total 


90 


Weare 2 Fields 
Received Screened 
399 1S 
3) CSI LOss53 
27050 6,150 
ZG 360 
679 270. 
6,699 20,097 
49] ee es 
5,190 Is ped 0 
By 265 9,795 
159 Ae 
827 24 Call 
9,932 29,796 
282 846 
1 30? 2 UG 
2,640 7,920 
184 55 
1,549 4,647 
i957 35 oe 


Fields 
Requiring 
COrrecei on 





APPENDIX C (continued) 


EY PE SOr VERRORS 


Total per Month 


ivee.Oor Error July Aug. Sep. —LOTAL poe 

1. MisSing Yl and yY2* 0 0 0 0 
2 ie Document No. 

RNCOLEeCt < 368 491 S04 3953 42 
See ota Document No. blank* 123 Jeg 8 120 366 4 
4. PAA incorrect 340 411 480 L238 3 
5. PAA blank 274 ZG JL) F 747 8 
6. Case code incorrect* ISyS) 230 410 oo 8 
7. Case code blank* 356 406 141 903° 10 
8. Requisition No. 

PHCOLLeCct B28 a6 309 OZ > i: 
eee ReqGuisition No. blank #106 142 104 352 #4 
TOTAL ERRORS 2049 2472 4855 9370 100 


*causes document to be suspended as a case level exception 
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